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Views in the accounting literature on the concept of stewardship and its place
in financial accounting vary widely. Specific issues include the function of
financial statements as reports on stewardship, the types of responsibilities
that are encompassed by the stewardship concept, the parties to whom
stewards have stewardship responsibilities, the accounting standards that
reflect the view that financial statements are reports on stewardship, and the
relationship between the function of financial statements as reports on
stewardship and other functions of financial statements.
Views on Stewardship
Financial statements as reports on stewardship. Numerous authorities
hold that a function of financial statements is to report to those to whom
stewards are responsible on the discharge of their stewardship responsibilities.1 Although many authorities emphasize other functions of financial
statements and do not mention stewardship, none that I can think of deny
that reporting on stewardship is a function of financial statements.
Types of stewardship responsibilities.
Views differ on the responsibilities that are reported on in financial statements as stewardship responsibilities. At one extreme is the view that they are confined to physical safety
of cash (5)* or of assets (1). Next is the view that financial statements report
on the use of assets by stewards without any standard for their use implied
(2, 7). Another view is that financial statements report on efficient, economical, or effective use of assets by stewards (9). Finally, at the other
extreme is the view, apparently most widely held, that stewardship responsibilities reported on in financial statements consist not only of safeguarding
assets but also of making progress toward the goals that the stewards are

1
A representative list of references on the concept of stewardship is contained in
the Appendix to this paper.

* Numbers in parentheses refer to references quoted in the Appendix to this paper.
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expected to achieve. The view is stated in terms of performance, using assets
gainfully, productive use of assets, profitability, success or failure, producing
earnings or profits, and so forth (4, 6, 8, 11, 13, 16, 17).
Variation of stewardship responsibilities by nature of enterprise. The
variation in views expressed concerning stewardship responsibilities reported
on in financial statements to some extent reflects variations in the nature of
the enterprise concerned (2, 16). Custodians, escrow agents, executors,
administrators, trustees, guardians, managers of public funds, managers of
not-for-profit organizations, and managers of business enterprises obviously
have different responsibilities, all of which may be described as stewardship
responsibilities and are reported on in financial statements.
To whom are stewards responsible? Specifying reporting on stewardship as a function of financial statements requires identifying those to whom
the stewards are responsible. To a great extent that depends on the operation of law or contract (2). Beneficiaries, wards, donors, dues payers, members, and citizens are among those to whom stewards of entities other than
business enterprises are responsible. Owners are obviously most commonly
cited as the ones to whom managers of business enterprises are responsible.
Some writers appear to indicate that managers of business enterprises are
responsible to report only to owners (7, 9). Others specify parties in addition
to owners to whom managers of business enterprises have stewardship
responsibilities: creditors (6, 8), present investors (16, 17), those having
bona fide interests (8), the investing public, government (6), and all of society
(4,6).
Accounting standards entailed by stewardship concept. Some writers
indicate that the function of financial statements as reports on stewardship
entails particular accounting standards in the preparation of financial statements. The standard usually cited is historical cost (5, 11, 17). Some use
the stewardship concept to deny a place in financial accounting to current
or liquidating values; others, however, state that this is a misinterpretation
of the stewardship concept, and that holding gains and losses should be
part of a report on stewardship (17).
Relationship to other functions. Views vary concerning the relationship
of the function of financial statements as reports on stewardship to other
functions of financial statements. Many apparently believe that reporting on
stewardship is the only function of the basic financial statements (4, 6, 7,
12, 16). At least one observer vehemently denies that financial statements
have other functions (7). Others recognize that readers of financial statements would like them to serve other needs, but insist that basic financial
statements are not and should not be designed for other needs. Some commentators recommend that users look elsewhere for information for other
purposes. Others recommend that readers with other needs use financial
statements designed as reports on stewardship as best they can but that the
design should not be altered for their needs. Still others recommend no
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change in the basic financial statements but recommend presentation of
supplementary data for other needs (2).
Other authorities contend that reporting on stewardship is only one of
several major functions of financial statements, each of which apparently is
sufficient justification to report the necessary information (2, 5, 9, 11). Several
authorities indicate that the function of reporting on stewardship is part of the
broader function of facilitating investment decisions (1).
Tangled Terminology
One cause of the differences of opinion in the accounting literature in
the area of stewardship is that the terminology used is often vague and
ambiguous. The main culprits are the words steward and stewardship. The
Merriam-Webster unabridged dictionary lists fifteen definitions for steward,
ranging from custodian to manager (15). Readers attach their own preferences to the words when their meaning is not made clear in the context,
which often occurs in the accounting literature. Synonyms for steward used
by those who discuss the concept also reflect the range of meanings, including custodian, trustee, guardian, fiduciary, and manager. Communication is
hampered by words that mean many things to many people.
Accountability
Cyert and Ijiri (6) and others recommend that the term accountability
be used to designate the function of financial statements termed stewardship.
That is a good suggestion because accountability does not have separate,
differing connotations depending on the types of entities and responsibilities
involved.
Accountability denotes the responsibility to others that one or more
persons have for their behavior. Accountability pervades human relationships. Common examples are the responsibilities that children have to
parents, students to teachers, employees to employers, and citizens to other
citizens and society. A person who is accountable to another person for his
behavior may be required to report his behavior or its results to the other
person; in any event he is subject to reward or punishment depending on
whether the behavior for which he is accountable fulfills his responsibilities.
Accountability for resources. Persons who control or use resources are
accountable to others concerning the resources. Even persons who own the
resources they control or use are accountable to others for certain behavior
concerning them—an automobile owner, for example, is accountable to
others for unsafe operation of his automobile. Under a wide variety of circumstances determined by law, contract, or custom, many persons who
control or use resources are responsible to others for reporting regularly to
those to whom they are responsible concerning the resources. At one extreme is a broker who must report regularly on securities he holds for safekeeping. At the other extreme are the managers of an international business
enterprise that has thousands of owners, creditors, employees, suppliers,
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and customers and that affects the lives of millions of people. The managers
are accountable to all of these people in various ways.
Accountability as an objective of financial statements. Financial statements provide "a continual history quantified in money terms of economic
resources and obligations of a business enterprise and of economic activities that change those resources and obligations." 2 The nature of financial
statements makes them reflect on the control and use of resources by those
who are accountable for their control or use. Since the function of reporting
on the accountability of those who control and use resources cannot be
avoided, financial statements should be designed to serve that function. That
requirement can be stated as an objective of financial statements:
An objective of financial statements is to report on the control and
use of resources by those accountable for their control and use to
those to whom they are accountable.
Stating accountability as an objective, of course, does not rule out other
objectives of financial statements.
Financial Statements as Accountability Reports
Characteristics of statements. Specifying that financial statements serve
as reports on accountability leads to certain required characteristics. The
characteristics are not necessarily all-inclusive—that is, although the objective of accountability makes certain characteristics necessary, other objectives may make other characteristics necessary.
Persons to whom reports are directed. As reports on accountability,
financial statements are directed to specific persons—those to whom the
persons reported on are accountable. The persons to whom the reports are
directed have a right based on accountability to know the results of others'
behavior. Their right is based on a relationship that existed during the period
reported on, for example, the right of owners of a business enterprise to an
accounting by the managers. Prospective owners may have a need to know
the affairs of the business during the period, but they do not have the right
to the information on the basis of accountability: managers are not accountable to prospective owners. Prospective owners, of course, may have the
right to the information on other grounds.
The person to whom accountability is owed depends on law, contract,
and custom, and may change over time (11, 14). Accountants cannot specify
those to whom accountability is owed but may be able to anticipate changes
in accountability requirements and prepare for them in advance. As corporate management becomes increasingly accountable to the public on corporations' impact on social costs and benefits, for example, the managers may
be required to report that impact. Accountants can be prepared to modify
financial statements so that they serve that new reporting requirement.

2
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APB Statement No. 4, (New York: AICPA, 1970) paragraph 41.

Accountable behavior. The behavior for which those who control or use
resources are accountable also depends on law, contract, or custom and
also may change over time. All persons who control or use resources of
others are responsible for their safekeeping. But custodial responsibilities
are usually just the beginning. Persons who use resources that are not their
own—for example, managers of public funds, not-for-profit organizations,
and business enterprises—are responsible for using the resources for the
purpose intended and not to squander them. Many of them have the further
responsibility to achieve goals in the use of the resources and are accountable for the degree to which the goals are met. Managers of a business
enterprise in particular are responsible for achieving the goal of operating
the business successfully. Financial statements, as accountability reports,
must be designed to indicate the degree to which the responsibilities of those
who control or use resources have been fulfilled. If the responsibilities include achievement of goals, the financial statements must be designed to
reflect the degree of achievement. Thus, the narrow view of some that the
subject matter of financial statements as stewardship reports is confined to
the safeguarding of assets does not reflect the requirement of most persons
who control or use resources to account for all of their responsibilities concerning resources.
Specifying that accountability reports reflect the achievement of goals
opens difficult issues. If the goals are not established explicitly between the
parties, they must be inferred (2). Whose goals should they be: those who
are accountable? those to whom they are accountable? the entity's? One
source (6) states that the goals should be those of the entity, but the idea
that an entity has goals apart from the goals of the persons who participate
in it needs examination.
Since those to whom an accounting is owed will judge the fulfillment of
the goals, the goals should either be their goals or they should at least agree
with the goals. Producing satisfactory profits may be a goal of management,
for example, but owners may desire maximum profits and may hold management accountable for that goal. Even the definition of success or profits may
depend on the goals of those to whom the accounting is made. The definition should be incorporated into the design of the financial statements.
Standard of achievement. Persons who are accountable to others are
judged by an ideal standard—by behavior or results that would be ideal in
the circumstances. No one is expected to act ideally in a given set of circumstances, of course, but he may be judged by how far short of the ideal
he falls. The key to the standards is the circumstances. They are peculiar
to the reporting framework, so that the standard is tailored to each report.
New management of a company on the verge of bankruptcy, for example, is
not expected to achieve the same results as the established management of
a company with a history of recent success.
Those who are accountable are therefore not judged directly by comparing their behavior or results with those of other persons or even with their
behavior or results at other times. The criterion is not how well they did
compared with how well others did or how well they previously did, but how
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well they might have done in the circumstances. Evidence of how well those
who are accountable might have done may be gained from comparing their
results at other times or the results of others, but due allowance must be
made for differences in circumstances. Intercompany comparability is therefore not an indispensable quality of financial statements as accountability
reports. Those who object to the overriding goal of the accounting profession
in recent years to achieve intercompany comparability are right from that
perspective. Making financial statements comparable without also detailing
the differences in results because of differences in circumstances is not fair
from the standpoint of holding persons accountable for their behavior.
Improving intercompany comparability of financial statements of enterprises
in relatively similar circumstances might provide useful evidence for judging
accountable behavior, but it is not a panacea. In the final analysis, behavior
and results for which people are accountable must be judged in their own
peculiar circumstances. Financial statements should be designed to facilitate appraising accountable behavior based on that standard.
Accountability and economic decisions. Financial statements designed
as accountability reports are not meant to be simply historical recitations,
mere curiosities. Their purpose is to permit those to whom an accounting is
owed to make informed decisions concerning the persons who are accountable. Other functions of financial statements might permit informed economic
decisions in other areas, for example, using the resources, but accountability
reports are specific to decisions concerning the persons accountable. The
actions that are available depend on the type of entity and the relationship
between the persons who are accountable and the persons to whom they are
accountable. Unsatisfactory behavior by those accountable can be met, for
example, by terminating their control or use of the resources (changing
custodians, firing managers, etc.) or by requiring restitution. Less drastic
responses include reducing the authority of those held accountable to use
the resources (e.g., removing discretionary powers from a stock broker) or
reducing their compensation. Satisfactory behavior can be rewarded by increasing authority or compensation.
The proliferation of parties to whom persons who control or use resources are accountable diminishes the ability of specific individuals to take
action directly to affect those who are accountable (13). Large corporations
may have thousands or millions of stockholders, none of whom is able singly
to apply sanctions directly to the management. The managers are not unaccountable, however, and the need for reports on their accountable behavior is as great as for one-manager, one-owner businesses. Sanctions are
available, and though they are indirect they are effective enough for the
managers of large corporations to be vitally interested in the contents of the
financial statements. Management cannot survive without the confidence of
the company's investors. Without that confidence, stock prices fall, credit
dries up, and one way or another management finds itself restricted or even
removed. Successful discharge of accountability by management, on the
other hand, brings them rewards such as acceptance by stockholders of
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higher management compensation levels, profits from stock options, and
increased prestige and opportunities for career advancement.
Implications for accounting standards. As reports on accountable behavior, financial statements should contain information on past events. People
are not accountable for the future, at least not until it arrives. Accounting
standards used to prepare accountability reports should provide that they only
report on the past. Formulation of plans, budgets, and expectations about
the future may be part of the report.
The idea that the function of financial statements as stewardship reports
calls for accounting based on historical cost needs reexamination. It is probably based on an interpretation of stewardship as custodianship. Historical
cost perhaps helps check on the custodianship of cash or its surrogates
("flow of costs") but does not necessarily serve to report on the achievement of goals expected of management. Standards that serve that purpose
should be discovered and adopted.
Since financial statements report on the results of management's behavior, management would prefer that their subject matter be confined to
events over which they have direct control—transactions. Perhaps that also
contributes to the support for historical cost accounting, particularly among
managers. Managers are responsible for exposing the resources to events
not directly under their control, however, for example, changes in prices or
in the general price level. To fairly appraise the results of management's
behavior, therefore, events that affect the resources but that are not directly
under their control should not be excluded from the reports.
Financial statements may be prepared by those who are accountable or
by others. Those who are accountable usually are most familiar with the
information to be reported, but are not disinterested. Conservative reporting
standards and independent audits can help overcome their conflict of interest.
Conservative reporting standards are not so necessary if the financial statements are prepared by persons other than those who are accountable, but
that is often impracticable. Devising accounting standards that are consistently conservative in reporting progress, however, may be difficult or perhaps
even impossible.
The standards by which accountability reports are prepared can affect
the behavior of those held accountable. If the standards imply one standard
of success or failure and not another, managers will tend to try to achieve
the standard implied. That may be a mixed blessing. If the standard is to the
short-run benefit but long-run detriment of those to whom the managers are
accountable, for example, the process may be harmful. The effect of accounting standards on the behavior of managers should be investigated to determine that they are not counterproductive.
Financial statements as accountability reports are designed to serve
persons who are accountable. The statements serve as a means for those
accountable to discharge their obligation to report to those to whom they are
accountable. Information for appraising those held accountable is provided
by financial statements. In this function they are not designed to serve others,
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especially not to the detriment of those to whom the accounting is owed.
Accounting standards that help the competition of the entity therefore run
counter to this function of financial statements.
Relationship Between Accountability and
Other Objectives of Financial Statements
As indicated in a previous section, many contend that stewardship or
accountability is the only objective of the basic financial statements. However, many uses are made of financial statements other than to appraise the
control and use of resources by those accountable for them. There is no
question that at least some of those who put financial statements to other
uses have the right to the information for those purposes, and that providing
information for those uses is therefore an objective of financial statements.
For example, the Securities Act of 1933 is self-described as
An act to provide full and fair disclosure of the character of securities sold in interstate and foreign commerce and through the mails,
and to prevent frauds in the sale thereof, and for other purposes. 3
Financial statements must therefore provide full and fair disclosure to those
who buy and sell securities in interstate and foreign commerce and through
the mails. They are not necessarily the persons to whom the management
is accountable, and the purpose is basically to enable the users to evaluate
investment opportunities and not simply to evaluate management's accountable behavior (although that may aid in evaluating investment opportunities).
As early as 1943, G. O. May listed ten "uses of financial statements":
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

As
As
To
As
As
As
As
As
As
As

a report of stewardship;
a basis for fiscal policy;
determine the legality of dividends;
a guide to wise dividend action;
a basis for the granting of credit;
information for prospective investors in an enterprise;
a guide to the value of investments already made;
an aid to Government supervision;
a basis for price or rate regulation;
a basis for taxation.4

At least five of the uses, numbers 1, 4, 5, 6, and 7 should be served by
general-purpose financial statements, and only the first is directly dependent
on financial statements serving as accountability reports.
Determining what the objectives of financial statements are or will be or
should be in addition to accountability is a task of the Accounting Objectives

3
4

Federal Securities

Reporter,

George O. May, Financial
p. 3.
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Volume 1, p. 1551.
Accounting

(New York: The Macmillan Company, 1943)

Study Group. The study will require, among other things, determining needs
to have information and right to information and the proper response of
accountants when needs are not accompanied by rights. One thing is certain,
however, and that is that accountability is an objective of financial statements
because of both the need and right to the information by those owed an
accounting and the fact that financial statements will reflect accountable
behavior whether or not they are specifically designed to do so.
Historical perspective: Accountability, an early objective. Some insight
into the relationship between accountability and other objectives may be
gained by speculating on the history of the objectives of financial statements.
When business was rudimentary and those who owned resources also controlled and used them and businesses rarely if ever changed hands, any
statements of the status and progress of the enterprise that may have been
drawn up were essentially management statements and not financial statements. Nevertheless, even in the earliest times the control and use of resources were transferred from the owners to others for a number of purposes:
safekeeping, control of the resources of a minor, and taxes, to name a few.
Unless the resources were taken by force, an explicit or implicit duty to
account for their control or use was part of the transfer agreement. Reports
of one kind or another surely were required: oral or written, formal or informal, perhaps on the exception basis of reporting only when something
went wrong. Thus accountability developed as early as any other objective
of reporting on resources controlled or used by others than the owners.
The procedure of reporting on accountability for resources was transferred to business operations as soon as the control or use of business
resources was separated from their ownership, also probably an early development.
Development of other objectives. Another early objective of reporting on
the control or use of resources by others than the owner was to keep the
owner informed on his stock of resources so he could choose from among
available opportunities for their use. Other objectives probably developed
slowly. At first, financial statements with other objectives were probably for
special, one-time purposes, for example, to terminate a venture or to sell a
business. The earliest continuing objective of financial statements of business enterprises other than reporting on accountability and available resources probably was to inform creditors, present and prospective, of the
security for their loans.
The objective of informing those who bought and sold securities of
business enterprises came much later, with the development of enterprises
with indefinite lives and transferable shares.
Continuing importance of accountability. The development of other objectives has not diminished the importance of accountability. It remains as
the most important objective of financial statements of some entities, for
example, the statements of executors and administrators of estates and of
managers of public funds, charitable organizations, and many other not-for131

profit organizations. Accountability is as important as ever as an objective
of financial statements of business enterprises. Other objectives may now be
more important than accountability but that does not mean that accountability
is any less important than it ever was.
Cultural lag. A kind of cultural lag may exist in accounting because
objectives of financial statements did not all develop at the same time. Financial statements designed to serve one objective may not necessarily serve
equally well objectives that develop later. Accounting standards designed
for financial statements as accountability reports are still needed for that
purpose. Indeed they should be improved to serve it better—but they may
not serve other important objectives satisfactorily. Financial statements may
now be ill-suited to serve all of their major objectives.
Possible differences between the requirements of different objectives.
Multiple major objectives might be served well by financial statements with
similar or even identical designs or they might require different designs.
Research is needed to discover implementation needs once objectives are
identified. To illustrate possible differences, however, accountability may be
compared with another major objective, the need to inform persons who buy
and sell securities of business enterprises. The comparison at this stage in
advance of further research can only be exemplary and suggestive.
Accountability

Buying and Selling

Securities

1.

Users have had an interest in the
enterprise during the reporting
period.

1.

Users may be only contemplating
a future interest.

2.

All parties see reports as serving
accountability.

2.

Those accountable may see
reports as accountability reports
only while users see them as
information for investment
decisions.

3.

Intercompany comparability is
not a basic requirement.

3.

Intercompany comparability is a
basic requirement.

4.

Conservatism may be helpful.

4.

Accuracy, not conservatism,
should be the goal.

5.

The economic decisions of the
users concern the future of those
held accountable.

5.

The economic decisions of the
users concern the future risk and
return on the security.

Conclusion
Stewardship or accountability is neither the only major objective of
financial statements nor an unimportant or nonexistent objective. It is one of
several major objectives. Furthermore, stewardship does not necessarily lead
to financial statements as they have been traditionally prepared. Confused
terminology and the absence of analysis have deterred accountants from
discovering just where it leads.
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Appendix
Selected References on Stewardship

Stewardship is discussed widely but not thoroughly in the accounting
literature. Usually it is merely mentioned; sometimes it is treated in a few
paragraphs. No single work is devoted exclusively to stewardship. The
Accountants' Index, which catalogues the entire collection of the AICPA
library, contains no entries under the heading "stewardship."
The following is a bibliography on the topic of stewardship together with
quotations from the sources cited. Most of the quotations reflect all that is
mentioned about the topic. A few are representative of the comments contained in the sources.
1. Accounting Principles Board Statement No. 4, Basic Concepts and
Accounting Principles Underlying Financial Statements of Business Enterprises, October 1970.
"Examples of these users and of the types of evaluations . . . for which
they use financial accounting information are: Owners . . . evaluate the use
and stewardship of resources by management." (par. 44)
"The basic purpose of financial accounting and financial statements is
to provide quantitative financial information about a business enterprise that
is useful to statement users, particularly owners and creditors, in making
economic decisions. This purpose includes providing information that can
be used in evaluating management's effectiveness in fulfilling its stewardship
and other managerial responsibilities." (par. 73)
2. American Accounting Association, Committee to Prepare a Statement of Basic Accounting Theory, A Statement of Basic Accounting Theory,
1966.
"The objectives of accounting are to provide information for the following purposes: . . . 3. Maintaining and reporting on the custodianship of
resources." (p. 4)
"The function of stewardship or custodianship may be a managerial
function, as in the cases of boards of directors of enterprises organized for
profit, or it may be a fiduciary function, as in the cases of trusteeships and
guardianships. The interests of society are paramount in defining this function and have been expressed in the corporation codes of the various states
and in the laws governing the activities and responsibilities of fiduciaries.
Providing information relating to compliance with these laws is essentially an
accounting function, (p. 5)
"Many external users are concerned with one or more of the dimensions
of stewardship. These range from the most elemental level of custodianship
to responsibility for acquisition, utilization, and disposition of resources
embracing the whole scope of management functions in a business entity.
In this broad scope of concern, there is a correspondingly broad spectrum
of judgments and decisions to be made.
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"At the most elemental level of stewardship responsibility it may be
adequate to report only the kinds or numbers of resources received and
disposed of, as might a custodian of securities, or the executor of an estate
reporting on the distribution of property in kind. As the size and complexify
of the resources administered increase and managerial responsibilities expand correspondingly, the need for variety in information emerges. Questions
must be answered regarding the efficiency of administration of a profitmaking enterprise or of its segments, and of effectiveness and efficiency in
the use of resources to accomplish programmed goals. Similar questions
arise with respect to stewardship in charitable and governmental organizations. Concern for the prudence of decisions made to retain or to sell assets
in the light of available alternatives also is involved. (p. 22)
"Stewardship.
Highly varied relationships exist in society in which one
party entrusts resources to another. These range from a simple custodianship in which the specific asset is to be returned intact, to a donor-donee
relation in which the donor expects no material return but may require a
report of use and effectiveness. Within these extremes lies the familiar investment of funds for profit by either a creditor or a proprietor. Seldom if
ever are economic resources entrusted by one person or entity to another
without the expectation of an accounting for the resources; even the donor
of an X-ray machine to a hospital may request a report of the number of
cases served. Notwithstanding the great diversity of information involved,
the accountant is increasingly expected to be a major processor of information in these relationships. In some cases the informational needs are too
simple to warrant specific attention here; in others, such as the specific
informational needs of customers looking to the entity as a major source of
supply, the measures are not as yet entirely clear and are merely mentioned
in this statement.
"Accountants can prepare meaningful reports of stewardship only to the
extent that they are aware of or can postulate accurately the provisions of
the agreement between the parties to the stewardship arrangement. In the
many cases of externa! reporting, the parties themselves (i.e., the external
users) are not clear on the nature or extent of the responsibility delegated;
thus the accountant finds that he must impute some relationship between the
entity and the users, and from this draw conclusions as to what information
is relevant to the users' needs.
"The latter point is illustrated by the reporting of cash receipts and disbursements that has become customary for many not-for-profit entities,
without giving any clear indication that the responsibility of the entity is limited to administration or custody of the cash assets or both. If the entity is
to be held responsible for efficient administration, periodic reporting on an
accrual basis would be required. For example, taxes receivable, with adjustment for possible uncollectibles, should be reported if the entity has responsibility for levying and collecting taxes. Measurements in current terms
of resources entrusted to not-for-profit entities are relevant primarily for
choosing between alternatives in the acquisition, maintenance, and disposition of such non-cash assets." (pp. 25, 26)
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3. American Institute of CPAs, Report of Special Committee on Opinions of the Accounting Principles Board, Spring 1965,
"What are financial statements trying to present? Are they primarily an
account of management stewardship, or primarily for investor guidance?"
(pp. 12, 13)
4. Herman W. Bevis, Corporate Financial Reporting in a
Economy (New York: The Macmillan Company, 1965).

Competitive

"Whenever a continuing mission of importance requires the assignment
of responsibility and delegation of authority among people, the relationship
usually also involves a periodic accounting of the uses of these responsibilities and powers. Society has, in general, assigned to corporate directors
and management the responsibility of employing resources gainfully; after
delegating commensurate discretionary authority over the utilization of capital, society expects, and receives, the accounting to which it is entitled, (p. 7)
"Taken literally, what are corporate financial reports—the end products
of today's concept of corporate accountability? They are communications
from specific people to specific people. Originating these communications
are identifiable members of the management and the board of directors.
Receiving them are equally identifiable people—those on the stockholder list
at the cutoff date for mailing the report. The fact that these reports sooner
or later may be received by thousands of other persons should not obscure
the fact that they are essentially communications rendering accountings to
present stockholders from the stewards of their resources. Moreover, the
fact that prospective investors may use the information contained in the
report to assist them in making projections in connection with investment
decisions does not belie the report's essential nature and purpose as an
historical accounting of what has taken place, (pp. 8, 9)
"The foregoing assessment of the place of the financial report in the
corporation-stockholder relationship suggests that it is a semiprivate communication or, at least, that interest in it is narrowly confined to those who
are, or who would be, investors. But this is not so. Concern about the welfare
and progress of our large corporate enterprises clearly transcends that
portion of the society made up of stockholders. Interest in corporate financial
reports involves much more than mere curiosity on the part of outsiders.
Whether the corporation makes profits or suffers losses, especially over a
period of years, is an indicator of the potential security or stability of
employees, sometimes of entire communities, of creditors, competitors, suppliers, customers, and governmental revenues from taxation. Take all corporations together and the interest and concern of society are widespread and
obvious. It is this fact that suggests that the responsibility-authority-accountability chain of the corporation and its management be examined more
closely, (p. 9)
".. . corporations . . . are required to, and do, render accountings
which, although addressed to stockholders, also serve the purpose of society
at large, (p. 12)
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"If . . . society looks to corporations to accomplish the same general
objectives that the stockholders set for them, it is not accidental that corporate financial reports to stockholders also adequately discharge the corporations' accountability requirements to society. (p. 15)
". . . financial reporting may be looked upon . . . as the accounting
which society receives for the responsibility and authority lodged for productive use of a significant portion of the nation's resources [or it] may be
thought of in its literal sense as a report to stockholders from their stewards."
(p. 19)
5. Raymond J. Chambers, Accounting, Evaluation and Economic
havior (Englewood Cliffs, N. J.: Prentice-Hall, Inc., 1966).

Be-

"Perhaps the most universal justification for holding [the historical cost]
doctrine is the so-called stewardship notion, the import of which is that
business managers are accountable for the money tokens that come into
their hands. No doubt they are, but a cash account is all that would be
required to serve this function. The superstructure of accounting processes
and financial statements generally would have no justification if this were
the primary function of accounting." (p. 354)
6. Richard M. Cyert and Yuji Ijiri, "A Framework for Developing the
Objectives of Financial Statements," contained in this volume.
"The American economy is based on a network of accountability relationships. The separation of ownership and management of economic resources has created the basic need for accountability. But in our modern
economy, accountability is not limited to the relationship between management and owners. Within the management hierarchy, a subordinate is considered to be accountable to his supervisor for the management of resources
entrusted to him. Externally the firm is accountable not only to its shareholders but also to its creditors and governments at all levels. The recent
emphasis on the quality of the environment (clean air, water) has added the
public to the list of parties to whom a firm is accountable.
"Although accounting records and financial statements are used for
other purposes, the objective of providing the means for establishing accountability may be considered as the fundamental objective of financial statements.
"Implicit in this objective is the need to derive performance measures
since the objectives of accountability include the entity's performance with
respect to its goals.
"In summary, at least one of the fundamental objectives of financial
statements may be stated as the need to communicate information on the
discharge of accountability of an entity to parties to whom the entity is
accountable."
7. Walter F. Frese and Robert K. Mautz, "Financial
Whom?", Harvard Business Review, March-April 1972.
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"The traditional view, again, is that financial statements represent a
stewardship report by management in which it accounts for its use of the
resources entrusted to it by the owners of the company. The report has thus
been used as a basis for determining whether that stewardship has been
adequately discharged or not. In other words, how effective has management been? What is the nature of its accomplishment?
"But a new view with respect to the purpose of financial statements is
gaining adherents. A number of writers now say that the major purpose of
financial statements is to enable stockholders, analysts, and others to predict
the financial future of the company.
"One of the interesting features of this view of financial statements is
the almost complete absence of concern about the resulting impact on
business activity and management." (p. 8)
8. Paul Grady, Accounting Research Study No. 7, Inventory of Generally Accepted Accounting Principles for Business Enterprises, 1965.
"The separation of ownership from management of the business entity
is a primary factor in imposing on the entity the fiduciary accountabilities to
its stockholders." (p. 26)
" 'Account for' is intended to comprehend the entire fulfillment of corporate fiduciary accountabilities to stockholders, creditors and others having
bona fide interests. Investors have entrusted their capital to the corporation
to be invested in the kinds of assets and activities required to produce the
products and services which constitute the corporate economic purposes.
The fulfillment of this trust includes all the planning, selection and training
of people, the development of products and services, and the conduct of
purchasing, manufacturing, distribution and administrative functions. Good
faith and due care on the part of directors and management in the conduct
of the business are inherent requirements for meeting their fiduciary accountabilities. Due care includes attention to the establishment of a system of
internal control adequate to safeguard the corporation's assets, check the
accuracy and reliability of its accounting data, promote operational efficiency
and encourage adherence to prescribed managerial policies. Thus 'account
for' as used in this summary of generally accepted accounting principles
comprehends the actual performance of the corporate business as well as the
reporting on the financial status and results of operations." (p. 55)
9. Eldon S. Hendriksen, Accounting
wood, III.: Richard D. Irwin, Inc., 1970).

Theory, Revised Edition (Home-

"Stockholders who have an effective control of management need information to be able to judge the relative efficiency of management.
". . . different sets of principles may be required to meet the several
objectives of accounting.
"Consideration is also given to meeting the objectives of general social
and economic interests of a nation or geographic area." (p. 2)
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10. Eric L. Kohler, A Dictionary for Accountants,
wood Cliffs, N. J.: Prentice-Hall, Inc., 1963).

Third Edition, (Engle-

"fiduciary Any person responsible for the custody or administration, or
both, of property belonging to another; as, a trustee.
"fiduciary accounting
1. The preparation and keeping of accounts for
property in the hands of a trustee, executor, or administrator, whether under
the direct jurisdiction of a court or acting by virtue of a private deed of trust
or other instrument of appointment. 2. Estate accounting." (p. 214)
11. George O. May, Financial Accounting
Company, 1943).

(New York: The Macmillan

"Accounting conventions should be well conceived in relation to at least
three things: first, the uses of accounts; second, the social and economic
concepts of the time and place; and, third, the modes of thought of the
people, (p. 3)
". . . major uses of accounts . . . 1. As a report of stewardship. . . .
(p. 19)
"[For this use] there is an attempt to appraise the past, and to measure
the cumulative achievement to date; there is no attempt to use the past as a
measure of the future. . . . (p. 20)
". . . conflicting objectives of those who would continue to regard
financial statements as reports of progress or of stewardship, and those who
would treat them as being in the nature of prospectuses, (p. 21)
"Accounts as a report of stewardship by the management of a corporation are in many respects similar in purpose to reports of trustees to beneficiaries. It is natural that the management should account for the assets
coming Into its charge on the basis of cost to the corporation, and that only
on rare occasions, if any, should any reflection of changes in value that have
not been realized be considered." (p. 24)
12.

The Securities and Exchange Commission, 4 SEC 721.

"The fundamental and primary responsibility for the accuracy of information filed with the Commission and disseminated among the investors
rests upon management. . . . Accountants' certificates are required not as a
substitute for management's accounting of its stewardship, but as a check
upon that accounting."
13. Donald E. Stone, "The Objective of Financial Reporting in the
Annual Report," The Accounting Review, April 1967, pp. 334, 335.
"Under what might be called the traditional concept of the corporation,
there was a close relationship between the stockholder, the productive property, and management. The business 'belonged' to the stockholder. Management was hired by and responsibile [sic] to the stockholders. The stock138

holder's meeting was often an important affair where the stockholders took
an active part in top management decisions. If enough stockholders were
dissatisfied with the managerial performance, they might effect a change in
management. In fact, decisions to keep or change the top management team
and/or their policies were among the more significant decisions faced by
stockholders.
"Today, such direct control over management is virtually non-existent
except in small, closely-held corporations. . . . The stockholder's range of
significant economic decisions has been reduced to that of deciding whether
to increase, decrease, or maintain his holding of common stock in the corporation."
14. Leonard Spacek, Comments In Maurice Moonitz, Accounting Research Study No. 1, The Basic Postulates of Accounting, 1961.
"My own view is that the one basic accounting postulate underlying
accounting principles may be stated as that of fairness—fairness to all segments of the business community (management, labor, stockholders, creditors, customers and the public), determined and measured in the light of the
economic and political environment and the modes of thought and customs
of all segments." (p. 57)
15. Webster's Third New International
G. & C. Merriam Company, 1961).

Dictionary

(Springfield, Mass.:

"steward . . . 1: one called to exercise responsible care over possessions entrusted to him . . . 2c: one employed on a large estate usually to
manage its affairs, supervise workmen, collect rents or income, and keep
accounts . . . 5a: an officer in charge of finances . . . 8a: one who actively
directs affairs; MANAGER.
"stewardship . . . 1a: the office of steward b: the administration of the
office of steward and of goods or duties entrusted to one's care." (p. 2240)
16. Rufus Wixon, Walter G. Kell, Norton M. Bedford, Accountants'
book, Fifth Edition (New York: The Ronald Press Company, 1970).

Hand-

"Financial Reporting. This field of accounting is primarily concerned
with . . . reporting . . . to . . . outside parties . . . those without any direct or
frequent managerial contact with the organization. . . . The traditional premise
of such reports is that of stewardship or accountability to those who supply
the capital to the organization and those who participate in the financial
success or failure of the company, (sec. 1 . 3)
"The essence of fiduciary accounting is the ascertaining to what extent
the person holding . . . delegated powers has fulfilled his duties and to what
extent he is still accountable. He is charged with all property coming under
his control, and he is discharged by any lawful disposal of it for the good of
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the estate. . . . The basic accounting equation used by the fiduciary is
assets = accountability, rather than assets = liabilities + equity, which is
used in proprietorship accounting." (sec. 25 .11)
17. Arthur L. Thomas, "Revenue Recognition," Chapter 10 in Sidney
Davidson, Editor-in-Chief, Handbook of Modern Accounting (New York:
McGraw-Hill Book Company, 1970).
"The accounting literature contains many reasons for refusing to recognize holding gains until the related nonmonetary assets are sold. The following seem to be the main arguments:
1. Accounting should report management's stewardship of amounts
committed by investors; these amounts are reflected in historical costs; holding gains are irrelevant to this purpose.
"The following replies might be made to the previous arguments:
1. The stewardship responsibilities of management extend far beyond
mere custodial responsibility for the amounts committed by investors. Management must use these assets, increase them—and holding gains are just
as much part of business life as are revenues from providing goods or
services. Stewardship cannot be evaluated by ignoring a major element in
total company profitability." (pp. 10-27)
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